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Foreword 


Cotton,  long  a  major  U.S.  agricultural  export  commodity,  plays  an  important  part 
in  this  country's  balance-of-payments  position.  U.S.  cotton  exports,  however,  have 
encountered  increased  competition  from  cotton  exported  by  other  countries  and  from 
manmade  fibers. 

This  publication  is  designed  to  assist  exports  by  providing  information  to  U.S. 
cotton  exporters  and  their  customers  on  several  U.S.  export  credit  assistance  programs.  It 
gives  a  brief  general  description  of  each  program  as  applicable  to  cotton  specifically, 
traces  the  flow  of  credit  arrangements,  and  gives  the  addresses  of  additional  sources  of 
information. 

If  information  on  other  aspects  of  U.S.  cotton  exports  is  desired,  details  can  be 
obtained  from  the  Cotton  Division,  Foreign  Agricultural  Service,  U.S.  Department  of 
Agriculture,  Washington,  D.C.,  20250.  Telephone:  Area  code,  202;  number,  388-6271. 

The  authors  wish  to  express  their  gratitude  to  officials  of  the  Commodity  Credit 
Corporation,  the  Export-Import  Bank  of  the  United  States,  and  the  Foreign  Credit 
Insurance  Association  for  providing  needed  background  material,  including  invaluable 
personal  interviews. 


W.  Glenn  Tussey  <j 

Director,  Cotton  Division 
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Export  Credit  for  Cotton 

by  John  D.  Jacobs— Cotton  Division,  FAS 

and 

Bille  Hougart— National  Cotton  Council  of  America 

The  U.S.  cotton  exporter's  success  in  the  world  markets  often  depends  on  effective  extension  of  credit.  Four 
major  export  credit  assistance  programs  for  cotton  are  provided  by  two  U.S.  Government  agencies,  the  U.S. 
Department  of  Agriculture  and  the  Export-Import  Bank  of  the  United  States.  These  programs— designed  to 
complement  and  supplement  rather  than  duplicate  each  other— offer  a  variety  of  plans  intended  to  meet  the  needs  of 
individual  U.S.  cotton  exporters  and  their  overseas  customers. 

CCC's  Export  Credit  Sales  Program 

The  Export  Credit  Sales  Program  is  a  commercial  export  program  operated  by  the  U.S.  Department  of 
Agricultures  Commodity  Credit  Corporation  (CCC).  U.S.  exporters  may  apply  for  export  financing  of  upland  and 
extra-long-staple  cotton  purchased  either  from  privately  owned  stocks  or  CCC  inventories. 

The  CCC  program  is  separate  and  distinct  from  the  Agricultural  Trade  Development  and  Assistance  Act  (P.L. 
480);  however,  cotton  exports  under  the  CCC  program  are  eligible  to  satisfy  usual  marketing  requirements  for  P.L. 
480  agreements  between  the  United  States  and  other  countries.  Exports  of  cotton  pursuant  to  any  CCC  barter 
contract  or  arrangement  are  not  eligible  for  such  financing. 

Applications  for  financial  approval  may  be  submitted  directly  in  writing  or  by  phone  to  the  New  Orleans 
ASCS  Commodity  Office,  120  Marais  Street,  New  Orleans,  Louisiana,  70112,  telephone,  (504)  527-7741,  provided: 
(1)  The  dollar  amount  does  not  exceed  $4  million;  (2)  the  covering  letter  of  credit  is  issued  by  a  U.S.  bank;  and 
(3)  the  financing  period  does  not  exceed  12  months. 

The  financing  period  for  cotton  under  this  program  is  usually  limited  to  12  months.  However,  a  period  in 
excess  of  12  months  but  not  more  than  36  months  may  be  granted  by  the  General  Sales  Manager,  Export  Marketing 
Service,  U.S.  Department  of  Agriculture,  Washington,  D.C.,  in  cases  where  such  longer  periods  will  achieve  one  or 
more  of  the  following  results: 

•  Permit  U.S.  exporters  to  meet  credit  terms  offered  by  competitors  from  other  countries. 

•  Present  a  loss  or  decline  in  established  U.S.  commercial  export  sales  caused  by  noncommercial  factors. 

•  Allow  U.S.  exporters  to  establish  or  retain  U.S.  markets  in  the  face  of  penetration  by  Communist  suppliers. 

•  Substitute  commercial  dollar  sales  for  sales  for  local  currencies  and  sales  on  long-term  credits. 

•  Result  in  a  new  use  for  cotton  in  the  importing  country. 

•  Permit  expanded  consumption  of  agricultural  commodities  in  an  importing  country  and  thereby  increase 
total  commercial  sales  of  agricultural  commodities  to  the  importing  country. 

Prices  and  other  conditions  of  the  sale  are  negotiated  between  the  exporter  and  the  importer  on  a  regular 
commercial  basis.  No  cash  down  payment  is  required  at  the  time  of  sale,  and  100  percent  of  the  contract  price  (f.a.s. 
or  f.o.b.)  is  financed  by  CCC.  CCC  will  purchase  the  account  receivable  from  the  exporter  upon  submission  of 
documents,  including  an  acceptable  bank  obligation  assuring  payment  to  CCC.  If  a  foreign  bank  issues  the  required 
standby-type  letter  of  credit,  at  least  10  percent  of  the  amount  financed  must  be  confirmed  bv  a  I  .S.  hank. 

The  exporter  is  paid  cash  for  his  account  receivable  upon  its  submission  along  with:  (1)  an  acceptable  letter  of 
credit;  (2)  the  bill  of  lading:  (3)  the  sales  invoice;  (4)  an  assignment  of  the  account  receivable  arising  from  the  export 
sale;  and  (5)  a  certification  of  delivery  of  the  commodity-  The  account  receivable  must  be  for  the  amount  financed 
by  CCC,  which  is  the  port  invoice  value.  The  amount  of  CCC  financing  of  any  transaction  under  the  program  is 
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limited  to  the  contract  price  of  the  cotton  less  any  payments  made  by  the  importer  and  less  any  discounts,  credits, 
or  allowances  to  the  importer. 

Interest  rates  are  published  monthly  in  the  CCC  Monthly  Sales  List.  The  current  rate  (April  1969)  is  6-3/8 
percent  if  the  letter  of  credit  is  from  a  U.S.  bank  and,  if  applicable,  on  that  portion  of  a  foreign  bank  obligation 
confirmed  by  a  U.S.  bank.  The  current  rate  on  the  portion  of  a  foreign  bank  obligation  not  confirmed  by  a  U.S. 
bank  is  7-3/8  percent. 

Ocean  transportation  is  not  financed  under  this  program.  Export  financing  is  limited  to  the  port  invoice  value 
(f.a.s.  or  f.o.b.)  of  the  cotton. 

Generally,  the  importer  is  a  private  person  or  firm;  however,  a  purchasing  agency  of  a  foreign  government  is 
also  eligible. 

An  exporter  is  not  obligated  to  make  export  sales  even  if  he  is  granted  financing  approval.  However,  if  he 
choses  to  make  the  sale,  he  must  export  within  90  days  of  the  date  of  the  approval.  Under  certain  circumstances  this 
period  may  be  extended  by  the  General  Sales  Manager. 

The  following  is  a  schematic  illustration  of  the  procedural  steps  involving  a  typical  cotton  export  transaction 
under  the  CCC  program. 


U.S.  exporter  negotiates 
possible  CCC  credit  sale 
with  foreign  buyer 
through  normal  com- 
mercial channels 

Importer  provides  letter(s) 
of  credit  from  acceptable 
bank(s) 

U.S.  exporter  ships  cotton 
and  submits  required 
documents  to  CCC 
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U.S.  exporter's  account  re- 
ceivable is  transferred  to 
CCC,  which  pays  U.S.  ex- 
porter in  cash;  foreign  im- 
porter pays  CCC  in  accord- 

\ 
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After  obtaining  financial 
approval  from  CCC,  ex- 
porter and  importer  close 

U.S.  exporter  applies  for 

CCC  financi 

al  approval 

terms  and  con 

ditions  of  sale 

ance  with  credit  terms 

The  regulations  contained  in  GSM-4  set  forth  the  detailed  requirements  for  CCC  financing  of  all  agricultural 
commodities. 

Additional  information  may  be  obtained  from: 

Export  Marketing  Service 
U.S.  Department  of  Agriculture 
Washington,  D.C.  20250 

Telephone:   Area  code  202 

Number  388-6225 


Export-Import  Bank  of  the 
United  States  (Eximbank) 


Eximbank  is  an  independent  corporate  agency  of  the  U.S.  Government.  It  was  established  in  1934  and  operates 
under  the  provisions  of  the  Export-Import  Bank  Act  1945,  as  amended.  Eximbanks  purpose  is  to  facilitate  and 
finance  U.S.  international  trade  in  cooperation  with  private  enterprise.  Eximbank  assistance  is  limited  to  repayment 
in  dollars  and  is  used  only  for  purchases  of  U.S.  goods  and  services.   Its  assistance  generally   must  also  have 


"reasonable  assurance  of  repayment,"  although  the  most  recent  amendment  to  the  Bank's  Act,  on  March  13,  1968, 
permits  some  assistance  on  the  basis  of  "sufficient  likelihood  of  repayment."  The  Bank,  now  assisting  some  10 
percent  of  all  U.S.  exports,  is  directed  by  statute  to  encourage  use  of  private  capital,  not  compete  with  it. 

Eximbank  assists  and  facilitates  U.S.  cotton  exports  under  three  principal  programs,  listed  below  in  the  order 
of  their  relative  importance: 

•  Arranges  for  the  extension  of  direct  loans  to  foreign  banks  to  allow  buyers  to  purchase  all  or  a  portion  of 
their  cotton  needs  for  a  crop  year  (August  1  through  July  31). 

•  Extends  to  U.S.  commercial  banks  both  political  and  commercial  risk  guarantees  of  foreign  obligations, 
relating  to  cotton  export  sales,  acquired  from  U.S.  cotton  exporters  without  recourse  to  the  exporter. 

•  Extends  export  credit  insurance  to  the  exporter,  who  arranges  for  private  financing  or  sells  cotton  on 
deferred  payment  terms.  (This  insurance  is  provided  through  the  facilities  of  the  Foreign  Credit  Insurance 
Association). 

Direct  loan  program 

Direct  cotton  financing  is  made  available  directly  to  a  foreign  bank  to  finance  its  customers'  purchases  of  U.S. 
cotton.  Foreign  cotton  buyers  or  spinners  interested  in  purchasing  U.S.  cotton  on  credit  terms  may  seek  Eximbank 
credit  to  finance  a  part  or  all  of  their  U.S.  cotton  needs  during  a  cotton  crop  year  by  asking  their  local  commercial 
bank  to  make  an  application  to  Eximbank.  The  local  banks  in  a  particular  country  receiving  such  requests 
consolidate  the  applications  with  a  single  bank,  which  will  then  negotiate  with  Eximbank  for  a  global  credit  line  for 
their  country.  The  global  credit  line  is  the  total  amount  available  through  Eximbank  to  that  country  for  financing 
U.S.  cotton  purchases  for  a  cotton  crop  year.  The  interest  rate  is  negotiated  between  Eximbank  and  the  foreign 
consolidating  bank. 

After  the  establishment  of  a  global  credit  line  with  the  consolidating  bank,  available  to  all  cotton  spinners  in 
that  country,  Eximbank  enters  into  arrangements  with  commercial  banks  throughout  the  United  States  to  finance 
cotton  export  sales  through  normal  commercial  channels. 

When  a  cotton  shipment  is  completed,  the  exporter  presents  his  invoice  for  payment  to  the  U.S.  commercial 
bank  through  which  a  letter  of  credit  for  payment  was  opened,  together  with  shipping  documents  and  a  12-month 
time  draft  drawn  on  the  foreign  consolidating  bank.  Payment  is  made,  if  documents  are  in  order,  and  the  transaction 
is  completed  so  far  as  the  U.S.  exporter  is  concerned. 

The  U.S.  commercial  bank  sends  the  12-month  time  draft  to  the  foreign  consolidating  bank  for  acceptance. 
Upon  acceptance,  the  time  draft  is  returned  to  the  U.S.  commercial  bank.  Eximbank  reimburses  the  U.S.  commercial 
bank  for  the  payments  made  under  letters  of  credit  and  thereby  acquires  the  12-month  drafts,  which  are  held. to 
maturity  and  presented  for  collection. 

No  cash  payments  are  required  of  the  cotton  buyers  at  the  time  of  purchase,  and  the  principal  and  interest  due 
on  the  drafts  are  payable  at  maturity  rather  than  in  semiannual  installments. 

The  exporter  conducts  his  transactions  with  foreign  buyers  through  normal  commercial  channels  with  a 
minimum  of  government  restrictions.  The  prices,  grades  of  cotton  sold,  and  other  matters  are  worked  out  between 
buyer  and  seller  without  involving  Eximbank. 

Direct  financing  makes  possible  the  export  of  cotton  that  would  otherwise  not  be  sold  abroad  because 
commercial  banks  are  sometimes  not  in  a  position  to  provide  financing  on  their  own  account  and  risk  at  interest 
rates  low  enough  to  attract  foreign  purchasers.  In  such  cases  Eximbank  extends  credit  to  foreign  spinners  with  the 
U.S.  commercial  banks  acting  as  agents  for  Eximbank.  The  U.S.  commercial  bank  always  has  the  option  of  holding 
the  paper  for  its  own  account  rather  than  passing  it  to  and  being  reimbursed  by  Eximbank. 

The  following  is  a  schematic  illustration  of  the  steps  in  cotton  export  transactions  under  Eximbank  s  direct  loan 
program. 


Foreign  buyers  or  spinners 
apply  for  credit  at  local 
commercial  banks 

After  sales,  foreign  banks 
open  letters  of  credit 
through  consolidating  bank 
confirmed  by  U.S.  com- 
mercial banks 

After  shipment,  U.S.  ex- 
porter presents  invoice  and 
shipping  documents  and  is 
paid  by  U.S.  commercial 
bank 
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Local  banks  receiving 
applications  consolidate 
applications  with  a 
single  bank 

U.S.  banks  receive  12-month 
drafts  on  foreign  bank;  these 
are  transferred  to  Eximbank, 
which  reimburses  U.S. 
commercial  banks  and 
acquires  the  drafts 

Eximbank  arranges  for 
U.S.  commercial  bank 
financing  of  individual 
sale(s) 
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Consolidating  bank 
negotiates  interest 
rate  and  establishes 
global  line  of  credit 
with  Eximbank  for 
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Buyer  and  seller  nego- 
tiate sale  through 
normal  commercial 

12-month  time  drafts 
are  held  to  maturity  and 
presented  for  collection 

For  further  information,  write  or  telephone 

Export-Import  Bank  of  the  United  States 
811  Vermont  Avenue,  N.  W. 
Washington,  D.C.  20571 

Telephone:   Area  code  202 

Number  737-7890 


Commercial  bank  loan  guarantees 

Under  the  guarantee  program,  Eximbank  extends  both  commercial  and  political  risk  coverage  to  U.S. 
commercial  banks;  it  does  this  by  guaranteeing  payments  of  foreign  obligations  acquired  from  exporters,  without 
recourse  to  the  exporters,  resulting  from  cotton  export  sales  on  credit. 

U.S.  commercial  bank  loans  for  financing  cotton  exports  may  be  guaranteed  on  a  medium-term  basis  for  up  to 
1  year.  Appbcations  for  commercial  bank  guarantees  concerning  cotton  export  sales  are  considered  on  a  case-to-case 
basis.  As  in  all  medium-term  transactions  relating  to  cotton,  the  buyer  is  required  to  make  an  initial  cash  payment  of 
at  least  10  percent  of  the  total  contract  price.  Of  the  remaining  90  percent  to  be  financed,  the  shipper  is  required  to 
carry  for  his  own  account  and  risk  at  least  5  percent.  In  addition  to  the  cost  of  goods,  the  contract  price  may  include 
freight  and  marine  insurance  paid  in  U.S.  dollars.  For  example,  a  bank  loan  guarantee  covering  a  cotton  export 
transaction  totabng  $100,000  (c.i.f.)  would  be  computed  as  follows: 

$100,000    total  contract  price 

10,000    less  cash  payment  (10  percent) 
90,000    total  to  be  financed  (financed  portion) 
4,500    less  5%  suppber  participation 
$  85,500    amount  financed  by  U.S.  commercial  bank  and  guaranteed  by  Eximbank 

(guarantee  also  covers  interest  on  outstanding  balance  up  to  6  percent  per  annum). 


The  financed  portion  may  be  payable  either  in  monthly,  quarterly,  or  semiannual  installments,  or  in  one 
installment  12  months  from  date  of  obligation  (dated  not  later  than  30  days  after  cotton  shipment). 

For  the  cotton  exporter,  the  Eximbank  guarantee  program  serves  generally  the  same  basic  purpose  as  FC1A 
medium-term  comprehensive  insurance  (discussed  separately  in  this  pamphlet)  and  in  general  its  cost  is  about  the 
same.  Its  approach,  however,  is  different.  Under  the  bank  guarantee  program,  the  commercial  bank  seeks  an 
Eximbank  guarantee  for  the  credit  it  is  willing  to  extend  to  the  cotton  buyer  abroad.  The  U.S.  commercial  bank  is 
responsible  for  satisfying  itself  regarding  the  soundness  of  the  transaction,  making  the  necessary  credit  judgement, 
preparing  and  submitting  the  application  for  an  Eximbank  guarantee,  and  following  through  with  the  necessary 
paperwork. 

The  following  is  a  schematic  illustration  of  the  steps  in  a  typical  cotton  export  transaction  under  the  bank 
guarantee  program. 


U.S.  cotton  exporter  makes 
sale  through  normal  com- 
mercial channels 


U.S.  cotton  exporter 
applies  for  a  U.S.  com- 
mercial bank  loan  to 
finance  the  remaining 
90  percent  (financed 
portion)  of  sale 


With  knowledge  that  financ- 
ing is  arranged  for,  exporter 
obtains  10  percent  cash 
payment  and  promissory 
note  for  financed  portion- 
then  ships  cotton 
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Eximbank  extends  guar- 
antee to  U.S.  commercial 
bank 


U.S.  commercial  bank 
applies  for  Eximbank's 
guarantee  to  cover  95  per- 
cent of  financed  portion 
(shipper  retains  5  percent) 


U.S.  commercial  bank  (after 
receiving  Eximbank  guar- 
antee) finances  the  cotton 
transaction  and  remits  95 
percent  of  financed  por- 
tion to  exporter 


U.S.  commercial  bank  fol- 
lows through  on  necessary 
paperwork  and  remits  to 
exporter  5  percent  of 
each  installment  as 
received  throughout  term 
of  credit 


For  further  information  contact: 

Export-Import  Bank  of  the  United  States 
811  Vermont  Avenue,  N.  W. 
Washington,  D.  C.  20571 

Telephone:   Area  Code  202 

Number  737-7890 


Foreign  Credit  Insurance  Association  (FCIA) 

FC1A  is  an  association  having  as  its  members  more  than  60  leading  U.S.  casualty,  marine,  and  property 
insurance  companies.  FCIA  and  the  Eximbank  act  as  partners  in  underwriting  export  credit  insurance.  All  of  the 
servicing  of  the  business  is  done  by  FCIA,  which  acts  as  agent  for  its  member  companies  and  for  Eximbank. 

Through  the  several  available  insurance  policies,  FCIA  guarantees  U.S.  cotton  exporters  against  loss  in  the 
event  a  foreign  buyer  fails  to  meet  his  payment  obligations  owing  to  insolvency  or  for  other  commercial  reasons,  or 
as  a  result  of  political  risks  such  as  currency  inconvertibility  (exchange  transfer  delay),  war,  or  expropriation. 

FCIA  issues  two  basic  types  of  policies,  namely,  short-term  and  medium-term  policies.  The  short-term  polic) 
covers  credit  extended  for  up  to  180  days  and  is  available  to  cotton  exporters  who  wish  to  insure  all  or  a  specified 


portion  of  their  total  short-term  credit  sales.  The  medium-term  policy  covers  export  transactions  on  an  individual 
buyer  basis  where  terms  exceed  180  days. 

The  short-term  policy.  This  policy  is  designed  primarily  to  protect  exporters  of  consumer  goods  and 
commodities,  although  the  export  sale  of  virtually  any  product  may  be  eligible  for  insurance.  The  policy  is  available 
either  on  a  comprehensive  basis  with  both  commercial  credit  risks  and  political  risks  being  covered,  or  on  a 
political-risks-only  basis. 

When  applying  for  the  policy,  the  exporter  must  provide  a  listing  of  the  countries  to  which  he  sells  and  the 
past  and  anticipated  sales  volume  to  each  country.  The  policy  may  cover  as  many  foreign  buyers  as  the  exporter  has 
or  may  subsequently  acquire.  A  "discretionary  limit"  (which  does  not  exceed  $15,000)  is  assigned  for  the  policy. 
This  is  the  insured  amount  that  may  be  outstanding  for  each  buyer  at  any  given  time  without  specific  approval  of 
credit  by  FC1A.  The  exporter  must  have  in  his  file  at  time  of  shipment  at  least  two  credit  reports  on  the  buyer  to 
justify  the  credit  extended.  Where  credit  is  to  be  extended  in  excess  of  the  assigned  "discretionary  limit",  buyers 
may  be  qualified,  by  special  application,  for  additional  credit.  Unlike  medium-term  insurance,  no  cash  payment  by 
the  buyer  is  required  at  the  time  of  sale. 

Under  the  short-term  policy,  the  exporter  is  required  to  insure  at  least  a  reasonable  portion  of  his  total 
short-term  export  credits— that  is,  a  portion  which  gives  to  FC1A  and  Eximbank  a  reasonable  spread-of-risk. 
Normally,  the  exporter  of  agricultural  products  is  required  to  carry  5  percent  of  the  commercial  credit  risk  and  5 
percent  of  the  political  risk  for  his  own  account. 

Premium  rates  vary  greatly  depending  on  the  risks  to  be  insured  (comprehensive  or  political  only),  the  time 
period  and  payment  terms  for  which  credit  is  extended,  the  country  in  which  the  buyer  is  located,  and  the 
proportions  of  sales  in  low-and  higher-risk  markets. 

For  example,  shipments  on  180-day  time  draft  or  open  account  call  for  a  premium  ranging  from  36  cents  to 
Si  .42  per  $100  of  invoice  value,  depending  on  the  country  of  the  buyer,  while  the  premium  on  shipments  on  terms 
of  cash  against  documents  ranges  from  18  to  72  cents  per  $100  of  invoice  value.  These  premiums,  in  both  examples, 
would  apply  to  exporters  having  at  least  60  percent  of  annual  shipments  in  low-risk  markets.  For  less  favorable 
spreads  of  risk  by  country,  the  premiums  are  higher.  All  premiums  are  subject  to  change. 

Premiums  are  paid  monthly  on  the  volume  of  insured  business  conducted  during  the  preceding  month.  The 
policy  is  issued  for  1  year  and  is  renewable  thereafter. 

The  medium-term  policy.  This  policy  also  is  available  with  coverage  on  a  comprehensive  basis  (both 
commercial  and  political  risks),  or  with  coverage  of  political  risks  only.  The  policies  are  applied  for  on  a 
buyer-by-buyer  basis,  rather  than  on  the  spread-of-risk  basis  applied  to  short-term  policies.  In  general,  premium  rates 
for  political-risks-only  coverage  run  about  75  percent  of  the  rates  for  comprehensive  coverage.  Medium-term 
insurance  differs  from  short-term  insurance  in  several  important  respects  as  follows: 

•  Credit  terms  under  medium-term  insurance  are  longer,  running  up  to  1  year  for  cotton. 

•  Installment  payments  are  insured  rather  than  accounts  receivable.  Also  insured  under  medium-term  is  that 
part  of  interest  on  outstanding  balances  that  does  not  exceed  6  percent  per  annum. 

•  For  sales  of  cotton,  the  percentage  insured  is  95  percent  against  both  credit  and  political  risks  with  the 
exporter  retaining  the  remainder. 

•  Insurance  may  be  obtained  on  a  case-by-case  basis,  or  on  a  revolving  line  of  credit  (repetitive  sales)  to  one 
buyer.  The  shipper  is  not  required  to  insure  any  particular  portion  of  his  export  credits  (spread-of-risk  requirement). 

•  A  cash  payment  (on  or  before  delivery)  by  the  buyer  of  at  least  10  percent  is  required.  The  balance 
(financed  portion)  may  be  payable  over  the  credit  term  in  equal  monthly,  quarterly,  or  semiannual  installments.  One 
payment  12  months  from  delivery  may  also  be  acceptable  for  cotton  transactions. 

•  Rates  are  charged  according  to  the  risks  being  covered,  length  of  payment  term,  and  country  of  destination. 
Current  rates  for  comprehensive  coverage  of  a  1-year  transaction  range  from  approximately  50  cents  to  $2.00  per 
$100  of  financed  portion,  depending  on  the  destination  country. 

Once  the  shipper  has  obtained  a  medium-term  policy,  he  has  the  option  of  holding  the  receivable  for  his  own 
account  or  obtaining  financing  of  the  receivable  from  a  commercial  bank  or  other  financial  institution.  The  latter 
may  be  accomplished  by  assigning  the  proceeds  of  the  policy  to  the  bank  as  collateral  for  a  loan  to  finance  the 
transaction. 


A    typical    1-year    cotton    export    transaction    totaling    $100,000    (c.i.f.),    covered    by    the    medium-term 
comprehensive  policy,  would  be  computed  as  follows: 

$100,000    total  contract  price 

10,000    less  cash  payment  (10  percent) 
$  90,000    total  to  be  financed  (either  for  the  shipper's  own  account  or  through 
bank) 
4,500    less  shipper  participation  (5  percent) 
$  85,500    amount  covered  by  insurance  policy  (policy  also  covers  any  part  of 
interest  on  outstanding  balance  up  to  6  percent  per  annum) 

The  following  is  a  schematic   illustration  of  the  steps  in   typical   cotton  export  transactions  under  FCIA 
programs. 


U.S.  cotton  exporter 
negotiates  possible 
sale(s)  through  nor- 
mal commercial 
channels 

With  knowledge  that 
transaction  is  insured, 
U.S.  exporter  arranges  for 
commercial  bank  financing 
or  if  he  prefers  does  his  own 
financing 

' 

r 

U.S.  cotton  exporter  makes 
application  through  his 
insurance  agent  or  broker, 

t 

Upon  approval,  FCIA  pro- 
vides exporter  with  policy 
covering  risks  desired  by 
exporter 

or  directly  t< 
insurance  po 

3  FCIA,  for 
licy 

Buyer  and  seller  close  terms 
and  conditions  of  sale(s)  — 
cotton  is  shipped 


Foreign  cotton  buyer  pays 
U.S.  exporter  or  financ- 
ing bank  in  dollars  accord- 
ing to  contract  credit 
terms 


To  obtain  FCIA  application  blanks  or  further  information  regarding  the  programs,  interested  persons  should 
contact  insurance  agents,  brokers,  or  participating  banks  or  communicate  directly  with: 

FOREIGN  CREDIT  INSURANCE  ASSOCIATION 

250  Broadway 

New  York,  New  York  10007 


Telephone:  Area  code  212 

Number  349-2160 
Telex:  12-7887 


What  Export  Credit  Insurance  Does 
for  the  Exporter 

1.  Insures  payment  of  the  exporter's  foreign  accounts  receivable  for  all  foreign  customers  covered  by  the 
credit  insurance  policy.       \ 

2.  Protects  the  exporter  against  losses  that  may  arise  from  political  risks  including  war,  inconvertibility  of 
the  buyers  local  currency  payments,  expropriation,  rebellion,  revolution,  insurrection,  civil  commotion, 
or  other  like  disturbances. 

3.  Minimizes  the  exporters  risk  in  expanding  existing  markets  and  in  developing  new  ones. 

4.  Makes  U.S.  exporters  more  competitive  with  exporters  of  most  other  countries  with  long-established 
export  credit  insurance  systems. 

5.  Helps  the  U.S.  seller  free  his-working  capital  by  obtaining  financing  through  commercial  banks  or  other 
private  financial  institutions.  (For  example,  the  exporter  may  assign  the  proceeds  of  his  policy  to  a 
commercial  bank  as  collateral  for  a  loan  to  finance  the  exports.)  In  some  cases,  banks  finance  insured 
transactions  on  a  nonrecourse  basis. 

6.  Acts  as  an  effective  aid  in  the  functioning  of  the  exporters  credit  department. 
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NOTICE 

If  you  no  longer  need  this  publication, 
check  here  /  /  return  this    sheet, 

and  your  name  will  be  dropped  from 
the  mailing  list. 

If  your  address  should  be  changed  /  / 
PRINT  or  TYPE  the  new  address, 
including  ZIP  CODE,  and  return  the 
whole  sheet  to: 

Foreign  Agricultural  Service,  Rm.  5918 
U.    S.    Department  of  Agriculture 
Washington,    D.    C.      IQlbO 


